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THE TREASURY NO. 3 k 
EMBARGO 
Statement by the Treasurer. 
the Hon. Frank Crean, M.P. 
RESERVE BANK MONEY MARKET OPERATIONS 
The Treasurer, Mr. Crean, referred today to recent 
comments by Opposition spokesmen on developments in the money 
market. 
Mr. Crean categorically denied that the Government 
had given any directions whatsoever to the Reserve Bank in 
respect of its transactions in Government securities. Mr. 
Fraser's statement that the Government was "rigging" the 
market by instructing the Reserve Bank to make massive 
purchases of securities was a new low in political tactics. 
It was also extremely mischievous in terms of the money 
market itself and did not come well from one of the many 
economic spokesmen for a Party which is committed to flooding 
the economy with foreign funds by abolishing controls on 
capital inflow. 
Mr. Crean said that he had been keeping in close 
touch with developments in the money markets. The situation 
was being constantly monitored, both with respect to the 
effects of the Government's anti-inflationary policies 
directed towards draining off excessive liquidity, and the 
effects of the current seasonal drain on liquidity. The 
latter, Mr. Crean said, will be short-lived; the former 
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is basic. Anyone who was serious about bringing inflation 
under control would realise that a pre-requisite to that 
was to get control of the liquidity situation, not just 
temporarily, during the period of seasonal tightness, but 
permanently. 
' - J • -
Mr. Crean said" that the Reserve Bank had been 
reacting to the seasonal run-down in liquidity in the 
normal way. It has been buying, as it normally did at 
this time of year, substantial amounts of short term 
securities. But there was in this no suggestion of 
"rigging" the market. In fact, as a normal response to 
this emerging market situation, the Bank had been edging 
its buying prices for short securities downwards, with a 
consequential moderate upward movement in yields. 
This was very much as it should be, Mr. Crean said. 
The Government's anti-inflationary policies - including the 
desired turnaround in the balance of payments which was now 
emerging - were steadily draining off the excess liquidity 
which had assumed gross proportions by the time the 
Government came to office in December, 1972. Within that 
general context, seasonal factors, particularly the 
concentration of tax payments at this time of the year, 
had led to very tight liquidity ih the short-term markets 
for money in recent days. 
In these circumstances, it was not surprising 
that there should be upward pressures on short-term rates 
in the money market at present. Substantial rises in 
short-term rates had occurred in certain specialized areas 
of the private sector - for example, in the inter-company 
market and on negotiable Certificates of Deposit issued 
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Mr. Crean said that this was very much a technical 
money market phenomenon. These technical developments would 
not have any significant effects upon those sources of funds 
relevant to people's day to day needs. The flow of housing 
finance, for example, was continuing at a satisfactory level 
and there was no reason to doubt that that would continue 
to be so. Similarly, the rate of new lending by the trading 
banks continued high. It was an accepted responsibility of 
the Reserve Bank to ensure that the liquidity of the system 
generally was adequate to see that the reasonable financial 
needs of the community could continue to be met. Mr. Crean 
added that he personally was keeping a close watch on the 
situation generally and that of home buyers and small 
businesses in particular. 
Some operators in the market may have misjudged 
the trend in the liquidity situation in the June quarter. 
For example, the overall funds management policies of some 
of the trading banks, which had been told by the Reserve 
Bank several times in the past year that they should 
exercise restraint in lending, had led them into a 
competitive scramble for liquidity. As a result, they 
had been paying extremely high rates on Certificates of 
Deposit to protect their liquidity positions. 
Mr. Crean said that in these circumstances the 
dictates of sensible financial management required the 
Reserve Bank to buy securities to enable the private 
sector to finance normal seasonal liquidity requirements. 
This was what the Reserve Bank had been doing. Just what 
was normal must always be in some degree a matter of 
judgment in the light of seasonal market pressures and 
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in the framework of the Government's overall anti-inflationary 
monetary policy<> So far in April the Reserve Bank had paid 
out about $500 million in cash in exchange for government 
bonds and, as he had already noted, the market pressures 
this level of purchases reflected had led the Bank to 
discourage sales of bonds to it by reducing buying prices. 
Mr. Crean said that it would have been futile and 
inappropriate to prop up the market - and the Bank, with 
his full agreement, was not doing so. To do so would 
simply be tantamount to pumping out money from the 
printing press into an already fully stretched economy. 
Mr. Crean emphasized that the Reserve Bank 
could have resisted the market pressures on interest 
rates, at any rate in the short run, only by flooding 
the economy with money. In the longer run, such a policy, 
by adding further to existing inflationary pressures, 
would in fact lead to a further escalation of interest 
rates. The present circumstances provided an eloquent 
example of the emptiness of Mr. Snedden's claim that he 
could reduce interest rates by fiat. King Canute, Mr. 
Crean said, had had a somewhat similar idea, 
Mr. Crean said that the Labor Government's 
position on interest rates was clear. They will come 
down, as the Prime Minister had said, when the liquidity 
situation is under control and when inflation has been 
checked. Present monetary policies are progressively 
tringing that situation under control. 
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Mr. Crean said tlat the incoming Government had 
inherited from it s predecessors an economy awash with 
liquidity, arising primarily from the flood of overseas 
money which poured into Australia in 1972. Through its 
introduction of the Variable Deposit Requirement scheme 
the Government had built a dam which had effectively 
stopped that excessive inflow and only now was the rate 
of growth of liquidity coming back to a more normal level 
Mr. Snedden now proposed to blow up the dam, Mr. Crean 
said; the Prime Minister had recently categorised such 
a move as an act of economic vandalism. 
In brief, Mr. Crean said, the moderate rise in 
yields on short-term government securities which had 
occurred reflected market pressures. These could have 
been resisted only by having the Reserve Bank pour out 
unlimited finance into an economy in which demand is 
already running at the limits of supply. The Reserve 
Bank, quite rightly, had been concerned to see that 
that did not happen, and he thoroughly endorsed its 
judgment in that regard. 
Canberra, A.C.T. 
28 April 197^ 
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